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TAGS: FN, ECON, PO 

SUB J : IMF AGREEMENT: GOP RELEASES LETTER OF INTENT 
REF: (A) LISBON 3478; (B) LISBON 3395; (C) LISBON 2798 

BEGIN SUMMARY. GOP HAS RELEASED TEXT OF ITS LETTER OF INTENT TO THE 
IMF IN SUPPORT OF SECOND TRANCHE STANDBY AGREEMENT. 

LETTER COMMITS GOP TO: LIMITING DOMESTIC CREDIT EXPANSION TO 
MAXIMUM 157 BILLION ESCUDOS BETWEEN DEC. 31, 1977 AND END OF 
PROGRAM PERIOD (MARCH 31, 1979), A 21 PERCENT INCREASE DURING 
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CALENDAR 1978, AND A 24.1 PERCENT INCREASE IN 15-MONTH PERIOD 
ENDING MARCH 31, 1979; LIMITING PUBLIC (NON-ENTERPRISE) SECTOR 
CREDIT EXPANSION TO MAXIMUM 28.5 PERCENT DURING CALENDAR 1978, 

AND 41.6 PERCENT FROM YEAR END 1977 THROUGH MARCH 31. 1979; 

RAISING INTEREST RATES (ALREADY ANNOUNCED BY BANK OF PORTUGAL 
AND REPORTED REF A); LIMITING NET EXTERNAL BORROWING TO U.S. 

$945 MILLION DURING CALENDAR 1978 AND 1.1 BILLION FROM END 
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OF 1977 THROUGH END OF PROGRAM PERIOD; PHASING OUT IMPORT 
SURCHARGE SCHEME AND LIFTING ADMINISTRATIVE IMPORT BARRIERS 
ON GOODS AND SERVICES NOT SUBJECT TO QUANTITATIVE RESTRIC- 
TIONS; ACHIEVING CURRENT ACCOUNT BUDGET SURPLUS WHILE 
RESTRAINING OVERALL BUDGET DEFICIT TO NOMINAL 1977 LEVEL. 

END SUMMARY. 

1 . ON MAY 18 MINISTRY OF FINANCE RELEASED TO NEWS MEDIA 
TEXT OF GOP MAY 8 LETTER OF INTENT TO IMF. FINANCE MINISTER 
CONST ANCIO IS SCHEDULED TO ADDRESS THE NATION MAY 19 TO 
EXPLAIN THE LETTER S IMPORT. FOLLOWING SUMMARIZES LETTER'S 
MAJOR POINTS. 

2. MONEY AND CREDIT TARGETS: FOLLOWING TABLE PRESENTS EXPLICIT 
GOP MONETARY AND CREDIT TARGETS (ITEMS (A) THROUGH (C) IN BILLIONS 
OF ESCUDOS; ITEM (D) IN MILLIONS OF U.S. $): 

1977 

12/31 1 978 1979 

(A) NET BANK CREDIT (ACTUAL) 6/30 9/30 12/31 3/31 

OUTSTANDING 654 701.6 738.6 795.7 811.4 

CHANGE - 47.6 37 57.1 15.7 

PERCENT CHANGE - 7.3 5.3 7.7 2.0 
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(B) NET BANK CREDIT 129.8 143.8 148.8 166.8 183.8 
TO PUBLIC NON- 
ENTERPRISE SECTOR 

CHANGE - 14.0 5.0 18.0 17.0 

PERCENT CHANGE - 10.8 3.5 12.1 10.2 

(C) MONETARY BASE 147.2 143.6 143.6 151 149.2 

CHANGE - -3.6 NIL 7.4 -1.8 

PERCENT CHANGE - -2.4 NIL 5.2 -1.2 

(D) BANKING SYSTEM'S 
NET FOREIGN 

LIABILITIES 1,352 1,922 2,092 2,297 2,457 
CHANGE - 570 170 205 160 

PERCENTAGE CHANGE - 42.2 8.8 9.8 7.0 

IN ORDER BETTER TO CONTROL COMMERCIAL BANK LIQUIDITY, CENTRAL 
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BANK HAS RAISED DISCOUNT RATES (REF A), TRIMMED REDISCOUNT 
FACILITIES, AND INCREASED RESERVE REQUIREMENTS TO 7 PERCENT 
ON ALL COMMERCIAL BANK DEPOSIT LIABILITIES. MANDATORY LENDING 
CEILINGS FOR INDIVIDUAL INSTITUTIONS WILL BE INTRODUCED 
IF NECESSARY. 

3. INTEREST RATE POLICY: BANK OF PORTUGAL HAS ALREADY 
INCREASED INTEREST RATE. CENTRAL BANK WILL ALTER RATER AS 
NECESSARY TO HELP CONTROL MONEY GROWTH, DISCOURAGE INVENTORY 
SPECULATION, AND INHIBIT CAPITAL FLIGHT. 
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4. EXCHANGE RATE POLICY: GOP WILL PURSUE CRAWLING PEG POLICY 
FOLLOWING MAY DEVALUATION (REF B). EXCHANGE RATE WILL BE 
ADMINISTERED SO AS TO CONSTRAIN COMMERCIAL BANK NET FOREIGN 
LIABILITIES TO LEVELS INDICATED IN 3(D) ABOVE. GOP DOES NOT 
INTEND TO INDRODUCE MULTIPLE RATES. 

5. FISCAL POLICY: GOP WILL REDUCE PUBLIC (NON-ENTERPRISE) 
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SECTOR BUDGET DEFICIT TO 6 PERCENT OF GDP IN 1978, COMPARED TO 
8 PERCENT IN 1977 AND 1 1 PERCENT IN 1976. TAX MEASURES 
ALREADY ADOPTED WILL INCREASE REVENUES BY EQUIVALENT OF 2 
PERCENT OF GDP IN 1978. RECEIPTS IN EXCESS OF PROJECTIONS 
UNCLASSIFIED 

UNCLASSIFIED 

PAGE 02 LISBON 03754 02 OF 02 191856Z 

WILL APPLIED TO REDUCE THE DEFICIT RATHER THAN TO AUGMENT 
OUTLAYS. 

6. IMPORT POLICY: THE 30 PERCENT IMPORT SURCHARGE CURRENTLY 
APPLIED TO A LIMITED NUMBER OF IMPORTS WILL BE REDUCED 

TO 20 PERCENT ON OCTOBER 1, 1978, TO 10 PERCENT ON APRIL 1, 1979, 

AND ELIMINATED ENTIRELY BY OCTOBER 1, 1979. THE 60 PERCENT 
SURCHARGE APPLIED ON LUXURY ITEMS WILL BE ELIMINATED GRADUALLY, 
STARTING IN 1979, IN CONSULTATION WITH THE IMF. 

THE CEILING AUTHORIZED FOR IMPORTS SUBJECT TO QUANTITATIVE 
RESTRICTIONS WILL BE RAISED TO 3.4 BILLION ESCUDOS FOR 1978, 

EXCEPT FOR KNOCKED-DOWN AUTOMOBILES, WHICH WILL REMAIN AT THIER 
NOMINAL 1977 ESCUDO VALUE. IMPORT LICENSE REQUESTS FOR RAW 
MATERIALS AND INTERMIDIATE GOODS WILL BE APPROVED AUTOMATICALLY. 
GOP WILL STRIVE TO CLEAR UP BACKLOG OF IMPORT LICENSE 
REQUESTS FOR THESE ITEMS BY END OF JUNE 1978. IT INTENDS 
ALSO TO EXTEND THIS REGIME BY 6/30/78 TO ALL OTHER ITEMS 
NOT QUANTITATIVELY RESTRICTED. 

7. COPIES OF LETTER OF INTENT BEING POUCHED TO ADDRESSEES. 

COMMENTS FOLLOW SEPTEL. 

BLOOMFIELD 
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